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Executive Summary

2Assessnent 0f OPEC

The price of oil has come to be essentially a matter
of political decision and thus is difficult to predict.

Nevertheless, OPEC members have very strong incentives to

stand together on the price issue. If OPEC were to dissolve,

thera would be no natural floor for oil prices above the
cost of production, and none of the members want to see the
return of $2.00-a-barrel oil. Furthermore, Saudi Arabia --
the country with the greatest financial capability to cut
vroduction -- has strong political reasongito conform to
the desire of other Arab producers to maintaig high prices.
We thus foresee little strain on OPEC unity during the
next fe. years. Production cuts totaling some 3 million.
b/d -- conceivably as much as 6 million b/d -- willi be
needed by next summer to keep world cil supply and demand-i
in balance. Even a surplus of as much as 6 million b/d
probably can be averted or worked off temporarily by
unilateral production cuts. With the onset of winter,
pressure on OPEC producers to hold down output will be
reduced. In 1976-77, strains on OPEC nations to adjust their

production ts world demund should lessen, since recovery in

economic growth probably will more than ofﬁset the impact
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of conserva:tion measures on oil demand.
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. the late 1970s, and the non~-OPEC nations of the Third
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Alaskan and North Sea 0il will come on stream in

World are likely to becowe self-sufficient a few years
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later. By 1980, demand for OPEC oil will fail to a

Projected 22-24 million b/d -- or 4-6 million b/d below
the current lsvel —- and additional reductions in demand
could be on the horizon. This situation almost certainly ;
wouid require coordinatéd production cuts by oésc members. =
We believe that almost all of the cuts would be absorbed

by the rich Persian Gulf nations and Venezuela, with other
6PEC countries continuing tc produce at or-near capacity,
Saudi Arabia could easily reduce output by 4.million b/a.
Declining reserves probabiy will force Venezuela to cut
output by nearly 1 million b/d by 1980, whatevar the market
situation. The other million b/d probably corld be divided

among Iran, Kuwait, ax the United Arab Fmirates without too

much acrimony. If the Saudis refused to cut outéut bacause

of outside political pressure, we judge that the other OPEC
nations would be willing to prorate a cut of up to 5 or 6
million b/d among themselves. In this event, these producers

probably would boost Prices to maintain revenues.
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ASSESSMENT OF OPEC

Characteristics and Policies

OPEC1 is often described as a p:éducers' cartel.
Although it 2ppeared to act as one last summer, the cutbacks
then were made by individual states acting on their own,

not as a co-qrdinéted group policy. Thus it still can be

gaid that OPEC bas not yet been put to the test.

The group has never been forced to act in the tradi-
tional manner of a cartel by allocating productioﬁ to raise
oxr maintain prices. It took advantzge of the politically
motivated Arab oil cutback to boost prices and then relied
on a few mémbers -= KRuwait, Venezuela. Li?ya, Iran, and
Abu Dhabi.-- to cut output'this past summ;r%, Whether OPEC
can or will act as a traditional cartel over the long term
in the face of further drops in demand is still somewhat in
‘doubt. The answer to this question lieé.in.fhe‘political and
economic situations of the prinéipal OPEC members. In some

cases, the pcrsonalities of leaders and the traditions and

national character of the country are also important.

1'l'he members of the Organization of Petroleum Exporting
Countries are Algeria, Ecuador, Indonesia, Iran, Iraqg, Kuwait,

‘Libya, Nigeria, Qatar, Saudi Arabia, United Arab Emirates, and

Venezuela.
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é | i The political imperatives tpat operate in these

i countries cannot be overlooked. No igader can afford

i to appear to accept the dictates of Europe or the United

1 : . States. The appearance of "knuckling under to the
imperialists” would create a domestic political situation
very harmfui to the party or person in pover and be damaging

to their international prestige. Moreover, leaders of all

. .
S RN

of the OPEC countries have a high regard for the crganization

.

- itself; none want to be in a position whkLere he would be

PRSI Y

accused of trying to "break OPEC."

et e tecds

Few OPEC leaders would risk serious domestic or inter-

A

national political problems for the sake of long-term

economic gains, The horizons of most OPEC leaders -- Saudi

f
(RPN I FRS TRCTR SN

Arabia's Ring Faysal and the Shah of Iran may be exceptions -~

—a

are limited to thei; lifetimes or tenures in office.

g

Immediate domestic or international popularity is more

= important than potential benefits to future generations.

| Only if the welfare of future generations is a popular present-
day issue would long-tera économic considerations have

much impact on current'decisions. i

. . .
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At the same time, the leaders are sensitive to accusations

that they are enriching themselves at the expense of their
oil-less Third World brothers. Some foresee a situation

wherein they could be isolated from both the Tﬁird World and

25

;
@

their traditional Western friends.

Fears of isolation

and recessicn are partly responsible for the various séhemes
to channel some funds to the Third World and even to some
industrial nations. _

" There have been no indications of an OPEC consensus
that high oil prices will encourage the-sébstitution of

other fuels to the eventual detrirent of the producer nations.

The OPEC leaders' belief that there will always be an adequate

market for oil at a high price -- as a petrochemical feedstock
if not as a fuel -- is apparently sincere. Furthermore, most
of them seem to believe that the price of oil-substitutes

will remain greater than the price of OPEC oil and that each
developed country will be reluctant to rely heavily on high-

prices substiﬁutes. These beliefs could change as the result

of falling consumption and oil and gas development in non-OPEC

areas.-

In sum, we do not see any building OPEC consensus that

prices are too high or unsustainable. Arguménts that high priées

will result in depressions in tke developed world and disasters

25X1 .
-3-

Approved For Release 2004/10/12 : CIA-RDP85T00875ROOZT)OOZOOOG-S

. i _.) :
e P A



)
ST g

- 2,
SNy
e

e TE 25}

¢ L 73?‘
'E

~ in the developing world have fallen irostly on deaf ears. %
The OPEC countries' collective inclination is to wait znd %3

. . ‘-ﬁ

see, while considering many and implementing some schemes ;ﬁ

to recycle a portion of their burgeoring revenues. f
Decision Making in OPEC _3

An OPEC consensus that prices are too:-high is not a §

4

- Prerequisite to a price rollback. Present OPEC prices §
. , » i

:
i
{

‘were only in part set by a consensus. The December priée

increase was engineered by the Shah with the support or

‘acquiescence of most other members. The other OPEC members

later participated in the further rises in prices that ' ?

have resulted from changes in partlc'pation and taxes.

S

Three countries -- Venezuela, Iran, and Saudi Arabia --

. aspire to leadership roles in OPEC. In both Venezuela and
Iran the leadership can see the tiﬁe == within two decades --
when their oil production wiil drop drastically. Given this
time frame, the prospect that technical advances and consumer's
efforts to minimize oil imports could relegate OPEC o0il to a

minor role at the turn of the century is of no great importance.

. - For the Saudis, however, the value of oil in the marketplacef
several generations hence is an important factor. They see '
themselves producing enormous quantities of 0il well into the

niddle of the next century. Thus their .ppreciation of the impac

-.‘- *
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or more years hence has considerable weight.

New Members

i OPEC's membership is unlikely to expand much in the
i
next few years. In an effort to keep OPEC from becoming

hard to manage, the founding members may attempt to ﬁeep

- the club small by strictly interpreting the requirements
for membership, which state that a country must be a substantial

net crude o0il exporter with interests fundamentally similar

}

t
}
-; to those of other members. Each founding member -- Iran,
4 Iraq, Kuwait, Saudi Arabia, and Venezuela -- has veto po&er
; .

over new applicants.
.‘.
. Prinidad, Bolivia, and Malaysia have sought membership
recently, and Peru and Mexico are likely to do so in the

next several years as their oil production increases. One

A-“

or tw; of these countries may éain full membership and -

the others probably will be offered associate membership,
whic@ carries hd voting rights. Prospective OPEC members are
unlikely to have much influence. They probably will follow
the le;d of the majority on important issues. In the future,
the U.K., Norway, China, Mexico, and Mzlaysia will certainly
have the potential t_ undertake substantial oil exports.

Trends in Supply and Demand

_In 1975, demand for OPEC oil probably will continue to

decline. Slowing economic activity throughout the developed

(Rw ki s
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"world will reinforce the impact of higher prices and

conservation measures on. consumption. . Furthermore, the
normal pattern of inventory drawdowns is not expected éo
materialize. Thus, by mid-summer, demand for OPEC oil
probably will fall by atlleast'B million b/d from the
cutrent'level. Crash conservation programs in several
of the major consuming countries peﬁuips could increase
the surplus by at much as 3 million b/d}

After 1975, as economic recovery begins to offset the

continuing impact of conservation measures OPEC exports will
probably stabilize at about 26-27 million b/d. OPEC exports

: <
" will begin to fall again, however, when new oil from Alaska,

the North Sea, China and perhaps Mexico begin to enter the -

market in major quantities in 1978-80. By 1980, OPEC exports
probably will not exceed 22-24 million b/d. .

Production Policies

OPEC's wroduction policy for the foreseeable future will
be to rogulate output to meet demand and thus maintain the
level of prices established by the group. Thus far, prcduc-

tion cuts have been made on an individual basis, and no E

#srmal or informal production prc-rationing scheme has been

agreed'upon. OPEC will pxobably need to cut output further

this coming summer, but it is not at all clvar now how the

cuts will be made, or which member will make them. What

seems likely is that one or more countries will cut output

outside the OPEC framcwork as they did this past summer.
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‘similar moves.to.cut or " raise output should
be adeguate to meet the small expecteé fluctuations in
demand until the iate 1970s. Kuwait, Libya, Irag, the
United Arab Emirates (Abu Dhabi), Ecuador, and Venezuela
h#ve all shown a willingness to voluntarily reduce their
production substantially. Fost other members have also
made small voluntary production cuts.

In 1975, OPEC members will have estimated surplus
revenues equivalent to about 18 million b/d of output
(see the table). If Saudi Arabia refused to cut its
output next year in the facg of an oil surplus, tne other
members of OFEC, with surplus revenues equivalent to about
10 million b/d, could reduce outnut by 6 miilion

b/d and still receive far more :woney than thev could spend.
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: OPEC Countries: Revenues and 'Bx enditures 1975
' (assuming current levels ommml prices)
: .4Anmxa1 Export Preliminary Estimates ., Surplus . Surplus, in Millions
Rever_mes o_f Import Expenditures Revenues of Barrels Per Day
i Billion § Billion § Billion §
| Algeria 4.1 4.8 -0.7 -0.17
. Ecuadorx 0.8 l.1 -0.3 -0.08
" Indonesia 5.6 5.1 .5 0.15 -
Iran 21.3 10.2 1.1 3.08
L Iraq 4.4 1.8 2.6 0.86
: Xuwait 8.2 2.0 6.2 .. 1.81
) Libya 5.3 4.1 1.2 0.29"
- Nigeria 9.6 3.0 6.6 1.66
Qatar 2.0 .4 1.6 0.43
i Saudi Arabia 32.4 5.0 - 27.4 - 7.71
U.A.E. ’ 5.9 1.8 4.1 1.10
Venezuela 8.9 5.1 3.8 1.13
Totals 1085 TT 1.1 797
{
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1 The present massive excess of 0il revenues above import

iir 3 requirements places nearly all of the member states in the
position of Leing able to ieduce procuction substantia;ly to
maintain prices. For now and the next couple G£ fears, nearly.

i all producers can act as price setters, with only Algeria,

| Ecuador, and'Indohesia being forced by their import needs

to act as price takers. As their expenditures rise, however,

} the number price setters will dwindle sharply. By the :
'5b 4{ late 1970s, only Saudi Arabia, Kuwait, the Emirates and perhaps ? :
%j' ; to a much lesser degree Libya, Iraq and Iran will still g
.é g : have the fréedom to act as price .. ‘~rs,‘ ' ' |
% i During the next few years, the cartel will be able to .
K b 4 o

cope with any likely oil surplus without Saudi participation,

but by the late 1970s Saudi co-operation will be essential.

Continuing slow energy demand growth combined with growing

production of energy in the OECD, Chini, and non-OPEC Third

' _ World -countries will force some formal orf informal system of'

f ' ailocating cutbacks by 1978-80. If OPEC is to succeed in

holding prices high la:e in the decade, the OPEC core ==

. particularly Saudi Arabia -~ will have to cut back output much

i more sharply thar OPEC as a wholg, or must recycle revenues

é to other OPEC states to facilitate their cutbacks, Venezuela, : ,

! .although not in the position of a price setter, will also be

reducing in output substantially-as'its oil.reserves are depleted.
The need for sharp output cuts will greatly increase the

influence of Saudi Arabia and KuWait.. These nations could

afford to make the necessary cuts because they would still

have ample resources, - 25X1
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The alarming prospcct of a quantun drop in oil

income if the oil producers comﬁeted for market shares
should serve to closely unite OPEC. One possible OPEC
response would be to again sharply bcost oil prices about’

1980 or so, to recreate a widespread flexibility to cut

output still further. Even if the Free World is highly
guccessful in holding down the growth in energy consumption
and in boosting domestic and other non-OPEC sources of .
energy supplies, it will still rely on the present membérs

of OPEC to provide méfe than 20 million b/d of oil in 1980 --
down from about 29 million currently.. Given this level of
demand, there is no reason why 0‘°C would not be able to
make the price increases stick -- at least for a few

years. Because of the short-range considerations that
Qovern the policy actions of most OPEC governments, it

would be highly unlikely for them not to attempt such a°

‘move .

.

Price Policy
For the next few years, OPEC has indicated that it w111

probubly attempt to maintain oil prices at about their’ current

level in real terms. ' OPEC can be expected to make small

periodic pricé increases to offset at least part of the
i{ncreased cost of OPEC imports. Although the odds favor
the adoption of some sort of price indexing syster to tie

oil prices to the prices of industrial and agricultural

exports, 1t 1S not clear now nhow Or wihen such a system

would be implemented. Indexing is supported by the -

Approved For Release 2004/10/12 : CIA-RD?,"_BéTO0875R002000020006-8




world price levels. The U.K. in particular is an example

. developed. Because of the large debts it is currently
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OPEC Secrectariat and many of the more important producers,
especially Iran. Sﬁudi Arabia, howevgr, opposes automatic
indexing. Thus, compromise seems likely with, oil prices
rising less than the cost of imports. 1In any event, price
negotiations among ‘he m&in‘proddcefs will continue for

years.

In the Iptc 1970s and beyond, particularly if foreign
exchange expenditures by the smaller producers and Venezuela
rise rapidly, pressures will mount within OPEC for another
sizeable boost in real oil prices. Indeed, the arithmatic

of the situation will sooner or later push even the price

getters into a situation from which the oﬁly escape -- albeit
effective only for a few years -- will be to boost prices
sharply. Such a move might be self defeating in the long-
run but probably would be the only viable alternative

available to the OPEC countries at that time.

As time goes on, and certainly by the late 1970s, many
OECD nations will have strong vested interests in the | | E

maintenance of high energy prices. They will likely have

protected their energy industries from fluctuations in
of the strength of the vested interests which will have

running up, it would be placed in a very difficult situation
if oil prices fell sharply just as North Sea output reaches
substantial levels. Similar, although less influential,

vested interests will have been devcloped ain most other OECD
-.9 -
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nations, as their domestic energy producing and consuning

industries adjust their operations in- response to high energy
prices. Japan, because-of its small domestic energy potentiai,

is probably an exception among the major OECD nations.

On the producer side, Saudi Irabia may be an exception
in that its petroleum production.and pricing policies are
motivated mainly by political factors. Considerations of
Arab unity, the Israeli occupation of Arab land, and anti-
communism play a large but undefinable role in Saudi petroleum
policy formulation. Outside political pressﬁre could also.
be important. Domestic poliéical trends are not encouraging.
There is a body of opinion in Saudi Arabi; Shat favors high
prices for economic and conservation reasons, and this group
appears to ke growing in influence. Moreover, the Saudis
"have clearly indicated that OPEC unity ranks high among its

politicai objectives.

-9a -
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If Saudi Arabia could be influenced to maintain output S
at current levels despite pressures from other producers,.
it is doubtful if any other producers would agree to go along-
with the Saudis. Even Abu Dhabi would probably be more
swayed by economic considerationc and Iranian pressure than

by loyalty to Saudi Arahia.

Subgroup Behavior

* ‘Subgroups within OPEC are likely to put the whole
organization's interesfs first, since for the most part
they see their interests bes: sexved by it. Factions within
the organizatioh probably will not push any issues so far
as to risk_thg.breakup.of OPEC. Althougﬁ‘bome suybgroups,
such as the Arab members, have the power to'manipulaﬁé the
market at the e#pense of other members, we believe they
value the continued existence of GPEC more highly than .

short-term economic gains.

L e
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The Orgcnization of Arab Petroleum Exporting Countries

(OAPEC) is the most impoftant producer organization outside

L P S T aPY-Y

OPEC. It was formed in 1968 by Saudi Arabia, fuwait, aud

Tt i i

Libya -- then headed by King Idris. OAPEC's principal goal

LY P

was the coordination of oil policies among the moderate

Arab countries. Despite the change-in Libya's government i
and the additioﬂ of new members (some not large enough

exporters to merit OPEC membership) -- Algeria, Bahrain,

{

. .
. L] .
[ NP, S S

Egypt, Iraqg, Qatar, Syria, and the United Arab Emirates =--
Saudi Arabia is still the driving force behind OAPEC. f

N The actions taken for political reasons to reduce

- production and the embargo of selected countries during and
after the October war were a sharp deviation from QAPEC's
main objective. Under Saudi leadership, OAPEC is likely
to con;inue to stress the 1ong;term economic goals of‘thé
organization such as its Arab tanker fleet and the Bahrain Pﬁ
dry dock project. Short of major deterioration in the Arab- '
Israeli situation, the OAPEC countries are unlikely to take actio:

= ' outside the OPEC framework to manipulate oil prices or productzo1

-1l -
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T - Almost two years ago, ‘22 Latin American and Caribbean
countries agreed in principle to establish a regional energy
organization, Organization Latinoamerica de Energia (OLADE).2
OLADE's pr;nclpal objectives are:

o Deve10pment of Latin American enexrgy resources with

the use of the most advanced technology.

6 Higher prices for oil shipped to industrialized

countries. | B ' )

jo Direct govérnment-to-governmant agreements.between

oil-producing countries of OLADE.

© Uniform policy by OLADE countries toward foreign

oil comﬁanies. | L

o Use of o0il by OLADE;s oii-producing.gountries as a

lever.: ‘ -

OLADE has yet to be officially put into operation. The
members have been unable to agree on the basic document io set
up the oxganization. The diversity of'views’amcng the o;iginal
signatories probably will continue to aamper OLADE's effectiveness

We do. not foresee a breakup of OPEC for af least for the
next several years. In addition to its role in setting oil
prices, the members value the organization's continued eristence
as a forum for exchanging ideaa and information, OPEC's

membership probably will not expand much in the next few years,

2The members of OLADE are Argentina, Bolivia, Brazil, Chile,
Columbia, Costa Rica, Cuba, Dominican Republic, Ecuador, El
Salvader, Guatemala, Guyana, Honduras, Jamaica, Mexico, Nicaragua
Panama, Paraguay, Peru, Trinidad, Uruguay, and Venczuela.

-12 -
FeRLT 25X1

Approved For Release 2004/10f42— 20006-8

\ . - N --r




s > T AT ETTYY = v
——— RSO Ll o
. - . . * )
1 M .
e it oo e e b et

Approved For Release 2004/10/12 : CIA-RDP85T00875R002000020006-8

SECAET

25X1

and prospective members are unlikely to have much influence.
Subgroups within OPEC are likely to put the whole organiza-
tions's interests first, since, for the most part, they see

their interests best served by it.

A Natural Gas Cartel?

Some OPEC members are considering thetestablishmént of
a cartel for liquefied natural gas =-- ING. OPEC, because
- of "the large production of'assbciated gas ahd the ownership
of méjor non-aséociated gas deposits, control about -56%
of total known Free World natural gas reserves. This is
much smaller than'their 83% of control.over known Free World
crude oil reserves, however, and will givé’them less leverage
in controlling prices. In any event, a ceiling on LNG prices
will be set by the levei of crude oil prices. The LNG
-industry is still in its infgncy and any OPEC move to set
prices higher than market forces would_allow; will greatly slow
its development. OPEC will probably try to hold gas prices
at least as nigh as crude oil on # delivered BTU basis, so as
not to luse from the substitution of gas for oil. Because
the consuming countries do not now depend on OPEC owned
natural gas, OPEC has little leverage and would gain little

herefit by forcing gas prices above oil prices. .

- 13 -
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ANNEX 1

POSITIONS AND ATTITUDES OF OPEC MEMBERS

From an economic point of view, OPEC members can be
divided into three groups; with somg overlap.

o First, Saudi Arabia, Kuwait, Libya, Qatar, and the
United Arab Emirates, which do mot operate under any
important economic restraints. These countries have
ample oil reserves and as much income as they can
effectively spend under any foreseeable price or
production level. . _

o Second, Iéaq, Iran, Nigefia, Indoné%ia, and Algeria,
the heavily populated countries with ambitious development
plan. These states lean toward whatever combination of

-price and production maximizes revenues. Within this
group, the financial pressure is much greater on
Indonesia and Algeria than on the other states.

o Third, Venezuela, Ecuador, and Algeria, which are
.concerned about declining o'l reserves and give
conservation an important place in their policies.

If substantial new reserves are not discovered in
-Indoﬁesia and Nigeria, these countries also Qill become
increasingly concerned about conservation.

The following sections sketch the factqis that differentiate.

the principal states make up CVEC.

C) qoe '
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Aigeria

Background
Algeria in tﬁe 1970s is being transformed from an
agricultural to an oil-pfoducing econcmy. Petroleum and
natural gas account for 18% of GDP and three-fourths Sf
exports. Algeria is richly enduwed with natural gas, but
its kuown oil reserves are Tsaltively small. The country
has a larger populatioﬁ (16 million) and a lower level of-
oil reserves than most Persian Gulf oil states. In 1973
- per capiﬁa GNP was less than $500, but is expect;d to double

by the early 1980s. Development efforts'have.leé to large

. -‘.
foreign cebts, but the country has maintained its credit-

SRR Y T ARLGART IV 4 o 3w s e

1% 2 oA

worthiness because of potential oil and gas income. Since

’ the nationalization of most of the oil industry iﬁ_i971.
only three foreign companies have a share in oil production
(two Frehch and one American).- Sonatrach,‘tﬁe state-ovned
éompany, controls about 80% of output.

Progspects for Spending 0il Revenues

Algeria has more absorptive capacity than most of the
oil producers:of the Middle East because of its large
popuiation, good infrastructure, and the industrialization
and modernization started under the French. Crude oil
production capacity will probably increase to abocut 1.4
million b/d by 1980 from the current level of about 1 million. o5
“Deveiépmental expenditures of the central government in 1974 . !

- . ..
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are expected to rise to $2.2 billion, 55% more than in
1973. 1In addition, administrative budget expenditures are
to be increased 19% to $1.7 billion.. -Spokesmen place the
total cost of a 4-year development plan tarough 1977 at $28
billion. Three~fifths will be directed to indusfry, but
education and training will receive high priority as well.
Little in the way of military purchaszs is planned.

Algeria, although it aspires to OPEC leadership, is
cléafly a price taker. It necds all the funds it will
acquire through oil and gas revenues to advance its ambitious
developﬁent program, service a large foreign debt, and provide

expected government seivices. The government has strongly

supported price hikes for oil and would incrcase prices
further if possible, but would be reluctant ;o reduce output
further. The algerian attitude on oil prices reflects (a)
the fact that absorptive capacity probably will exceed oii
revenue in any case; (b) the small size of oil reserves:;

and (c) good prospects for developing other exportg. Algeria
thus is willing to sacrifice long-run incoﬁe for short-run
income from oil.

Pogsition on OPEC Issueé

Despite an emphasis on productior, Algiers has been

willing to sacrificc for OPEC causes that it considers worthye.
It h#s opposed meeting with consumers, and President Boumediene
was an outspoken critic of the Washington Energy Conference.
The government fears that meetings could result in a special

relationship between large consumers and iarge producers that
25X1
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might be inimical to Algeria's interests. President Boumediere

proposed the April UN General Assembly debate on world
economic problems. In the debate, Algiers advanced the
classic terms-of-trade argument that LDCs are forced to sell
cheap and buy dear and the corollary that petroleum cartels -

and other possible cartels of raw materials producers are

justified. Algeria also advocated natioralization of raw
material production in LDCs, and the removal of such middle-

_men as the international oil companies.

Algeria: Economic Fact Sheef:

. BEstimated
1965 1.0 . 1973 1974

Millicn Persons

Population 12.0 14.3 15.7 16.2
| | Thousand B/D
Ciude oii p:oducgion 600 @ 1,000 1,100 . 930
| ___Billion US §
GNP 3.4 5.5 7.5 - 11.5

Government oil .
revenues 0.1 0.3 1.0 3.7
Foreign exchange
expenditures 0.6 1.1 1.5 3.9
Foreign exchange ' . . :
reserves 0.2 0.3 1.1 2.1
25X1
4
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Ecuador

Background

Ecuador's economic situation has improved markedly

4
I
i
ey
X
;
7
o

since the beginning of the petroleum boom in mid;1972., Last

yeaxr, real GiP grew by about 1% *o $2.3 billion, boosting 3

per capita income.to $350. Government oil revenues, whidh é
- totaled.some $200 million in 1973, are being used primarily

to .finance increased spending on social and economic infra-

structure. The 1973 budget registered a $4.6 miilion surplus,

compared with a deficit of $20 million in 1972,

The increased inflow of petroleum dol}ars, while stimulaiing
economic growth, has added substantially to inflationary
pressures. Consumer prices rose 18% last'ye;;. During the

£irst 7 months of this year,‘prices climbed an alarming 16%.

Inflation and shortages of basic foodstuffs are creiting -

3
.
/
Al
i
-

difficu;ties for the government. o

Since the present regime took power in 1972, Quito
has increased its control over the petroleum industry.
Shurtly after taking office, the Rodriguez government

drmplemented a new hydrocarbons law calling'for renegotiation

T N S Y

of existing contracts with foreign oil companies; several
toncessions were returned to state ownership. Texaco-Gulf,
which produces 99% of Ecuador's oil, was forced to sign a

contract returning all property to the state at no cost in

20 years. Earlier this year the government purchased 25%

equity in the consortium's local opurations. The Trans-Andecan

25X
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. ¢;I;Eiine, now owned by Texaco-Gulf, will become the property

of Ecuador when amortization is completed, probably in 1978. 25X1Ei
Prospects for Spending 0il Revenues )

stands to receive 0il revenues of about $500 million in 197s5.
Most of the increase in 0il revenues this year will be used

for current government operations, a 30% rise in subsidized

’ ' food imports, and military procurement. Additional spending

on economic development is not expected to be large.

Ecuador soon will spend all of its surplus révenues and will

clearly be in the position of a price taker.

Position on OPEC Issues’

A8 a new member of OPEC &nd a relatively small oil
produéer, Ecuador probably will maintain a low p;ogile in
OPEC. It probably will follow Venezuela's lead in opposing
any méve to lower prices. Because of conservation éonsiderations
and its inabiiity to absorb much larger o0il revenues, Ecuador ]
was more willing than most o0il exporters to reduce output i
.this year. Quito probably would approve establishing a ;

development fund to aid LDCs if its contribution is minimal. ¥

2544
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Ecuador: FEconomie Fact'Sheet

- ) Estimated
1965 1970 1973 . 1974

Million Persons
Pop01ati°n 5.1 6.0 606 . 6.9
Thousand B/D

Crude oil production negi hegl 200 180
] Billion US $ -
GNP . NA 1.2 2.3 2.5

- Government oil
revenues - . == 0.2 0.5

Poreign exchange ' . )
expenditures ,NA NA %.0.6 0.6

Forcign exchange ‘
reserves negl 0.1 0.2 0.5

25X1
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Background
Indoaesii s one of the poorest nations in OPEC and is

.by far the most populous. About two-thifds of the nation's

130 million perple are crowded onto the island of Java, which
includes only 8% of the available land area. Per.capita
annual income remains less than §100. Financing the nation's f
cu@bgrscme debt burden inherited fronm previous,politicai
administrations and extensive development projects will
absorb thna highest oil 1evenues obtainable.

While Indonesian oil resources make up only a small
f:actién of world reserves, recent rapid §§6wth in crude
production and the low-sulfur qualities of oil produced
contribute to Indonesia's increasing importance as a world
supplier. Recent impressive reef-t&pe oil discoveries have
the potential to pusa crude output to around 3 million b/4d
.by 1980. Reinforcinc this bright proépect is the expected

surge in natural gas production that will be processed

into LNG by two large plénts due to come on stream in the

late 1970s.

‘The éountry's oil resources for the most part are

.xbloited by private companies acting as contractors for

the state oil and gas company, Pertamina. Although‘the

government is the de rfacto owner of all facilities involved

in 0il exploration and development, the control excrcised is

minimal. The nation maintains good working ralations with

the foreign oil companies that have interests there

‘ | - 25X1
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Prospects for Spending 0il Revenues

On 1 April 1974, Indonesia instituted its Second Five-
year Plan aimed at establishing social and economic equality
for the population. lanned development expenditures for
the five years ending in 1979 are put at $11.7 billiqn, with
Indonesia's share of the financing scheduled to increase
from 62% in the first year to 85% in the final year. 1In

addition to eunt:ibuting to the fundzng of development plans,

. oiL earnings in recent years have financed 40% of current

budget expenditures and will undoubtedly contxnur to be

1mportant in this ~respect. Indonesian economic needs to

support the continuing pressure of population increases are
<

enormous. Scheduled public investment expéhditures wiil

average about $2 billioa annvally during the}plan period, and

"debt amortiziation payments will run at $380 million annually

for the next decade. Import requirements will remain high
and development projects will be essential go provide
employment for the burgeoning population.

Desbite these requirements, the great expansion in
petroleum revenues of the recent past and now in prospect
radically alte.rs Indonesia's need for external financing.

In 197{.petrolenmtea:nings alone will amount to over $4 billion
';hd;xév;n in the face of increased Indonesian imports, there

will be a current account surplus on the order of $1 billion

for the first time in postwar history. The outlook for continucd

growth in export earnings from both 0il and non-oil commoditics

is good over the rgxx_ﬁ_zg_i_xcnxs*_nunn - 25X1
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under conservative projections. Although the demand for
external technical and project preparation assistance will
continve, some¢ cf these develnpment needs will be covered

by the country's strong ability to aétract priva;e capital.
Undexr these conditior's Indonesia will only begin to experience
serious foreign exchange constraints on growth in the late
19708 if oil prices plummet, or if the scope of the present
development scenario is greatly expanded. _ o -

‘pPogition on OPEC Issues

Indonesia's stand on issues likely to be raised by OPE:

will reflect the nation's massive current and grdwing needs
for foreign exchange. A production-prorationing schemg
would be resisted by the Indonesians, probably to -the point

of tequesﬁing exemption or withdrawing from the organization.

This sentiment was expressed by.government officials and

leaders of Pertamina after the Arab actions of last year.

wh;le Jakarta is overtly sympathetic with the Arab cause, its
cwn welfare is uppermost, and any-cuﬁbacks.in nroduction
would directly impinge on that interest. indoheéia's ability
to maintain an independent position is bolstered by the high
demand for its.low-sulfur crﬁde and the knowledye that, as

a small producer, it would reap little benefit by holding back
output.

25X1
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On the issues of establishiﬁg closer relations vith
consuming nations and the role of international oil companies, -
Indonesia is likely to be much less céntentious than rost
of the larger producing countries. The uninterrupted flow
of crude is as important to Indonesia as it ic to consumers.
Jakarta already'has shown signs that it wants to remain
cordial with its primary oil customers, Japan and the United
States.

Indonesia: Economic Fact Sheei

Estimated
1965 1979 1973 1974

Million Perzons .

.%

Population 105 118 130 133
. . Thousand B/D

Crude o0il production 500 900 1,300 1,400
Billion US §$
oNp . m 8.1 14.3 18.6

Government oil .
revenues* NA 0.1 0.9 4.3

Foreign exchange ’ ,
expenditures 0.9 1.6 4.1 6.5

Foreign exchange .
reserves . NA 0.2 0.8

*Net foreign exchange earnings.

25X1
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Backaround

- willion peopie will rise to about $1,200 this year. Oil

o
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iran

Huge oil reveiries have drastically changed Iran's:
autlook for covernment income and expenditures. .Instead
of a deficit and a need foz heavy borrowing; the countxy is
now faced with tiie prospect of haviné revenues .in excess of
viable spending options. Iranian GNP, which has been growing
at an average rate of 108 a year since the mid-1960s, will
jump in 1974 by 20%, excluding the oil industry, or Iy more
than 50%, including oil. Per capita GNP for Iran's 32

revenues are expected to reach some $18 hillion in 197¢ an¢
to contribute about 45% of the GNP. . ‘

Iran's government has full ownership of the oil industry.
Iran has the capacitj to increase 0il output from the aurFent
rate of about 6 million b/d to 8 millien b/d in the nexﬁ

few years and to hold that rate for at least a decade.

Recent proposals suggest, howevér, that Tehran will hold
output below capacity to prolong the productive life of the

oilfields. During the period of maximum oil p:oduction.'

the Shah hopes to see Iran transformed into a major industrial
puwer, on the scale of France or West Germany today. Though : -
unrealistic, this objective does give the Shah strong reason |

to want the price of oil high.

25X1
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" ) Prospects for Spending Qil Revenues

f The Shah is trying to adjust to ‘the new financial

situation by raising development spendirng, promoting a more
rapid build up in defense, increasing foreign aiu, and
reducing the large outstanding debt. Even so, Iran prokably
will accumulate. surplus revenues of at least $9 billion this
year.' If 0il prices and Iranian oil output éontinué at
| - present levels, Tehran probably will not be akle to spend
" ail its revenvés until the late 1970s.
Iran faces difficulties in tiying to accelerats economic
debelopment. The sustained high growth of the pacst decade
" has strained resources, creating bottlenecks in transportation,
technical services, and industriai inputs. Rapid growth also
- h&is nourished a high rate of inflation. Iranian plans for
developing industr, transport, and telecommunications w@ll
require substantial purchases ?f materials and technical
assistance from abroad. Imports of all goods and services

in 1974 may reach nearly $7.6 billion, compared with $6

billion in 1973 and $2.6 billion in 1872. Even expenditures
of this magnitude wou{d leéve a current account surplus of
more than $16 million."

The Shah has always given a high priority to defense;
in recent years he has intensified the military buildup in

line with his coacept of a widening role for Iran in the

eemmmem—-Approved For Release Z0047TT0/TZ T CIA-RDP85 T00875R002000020006-8
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developed countries. The amounts of such investmeuts has
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pPersian Gulf and the Indian Ocean. sSpending on defense,
including debt repayment. absorbs about one-third of the
budget. In 1974/75, odtiays will amount to about $4 billion.
Future buildup of the military forces will require continued
purchases abroad of sophisticated, expensive military
equipment. In addition, Iran is seeking to import plants

to product. armaments. ' S '

pPosition on OPEC Issues o I

"Iran has proposed a maier multiiateral aid program for

the LDCs. The Shah is interested in financing development
in selected countries to promote his political objectives
and to complement Iranian econonic develogment. Iran

has invested in the UK and France as well as. a number of less

reached some $7 billion and more is on the way.

The Shah was instrumental in foundingy OPEC and has
proposed a new pricing system whi~h would do away with a
2-tiered pricing system. The Shah believes that current
oil prices are justifiaﬁle, considering the price of alternative
erergy sources and the prices of Iran's industrial imports.
&nrthermore. he believes that high oil prices will not in
tﬁe.long run jeopardize his relationship with the West.

Iran has provided some de facto price concessions, in
the form of easy repa&ment terms, on oil shipments to India.

The Shah has agreed to provide India with credits t» develop

indﬁstiies that will contribute to Iran's development and is

surveying;similar investment opportunities in countries ‘25 1

producing raw matcerials needed. in Iran.
e 2004/10/12 CIA-RDP85T00875R0(2000020006-8
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* Iran: Economic Fact Cheet
Bstiﬁated
1965 1970 1973 1974
Millicn Persons

Population ' - 23 28 31 32

- €housa=nd B/D
i Crude oil production 1,900 3,800 5,900 6,000

Billion US sl

GNP 11.7 17.4 26.0 40.0
Gover:nent o0il revenuesr 0.9 1.9 7,5 18.0
Poreigh exchange e -
. exrenditures : NA 3.0 T 7.0 8.0
... Of which: . . .
Imports NA 2.6 6.0 7.6
Fbreién exchange : . .
reserves 0.2 0.2 1.2 9.0

1. Financial projections are in 1974 dollars
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Background

Iraq was one of the poorest nations in the Persian

Gulf area. Even with a 26% increase in GNP in 1973 to $5.8
billion, its more than 10 million people had a per capita
income of only $500*. Until the recent oil price hikes,

- Iraq had not gchieved rapid ecqnomic growth for some time.
Between 1960 and 1971, per capita GNP grew by just 2.4%
per year, partly because oil revenues grew only élowly and
paftly because the government was unable to effectively

organize economic development.

Under the radicél Baath regime, iraq;ieconémic policy
. often has been strongly influenced by ideolo;y and political
| expediency. The government.has.given priority to expanding
state ownership and control in the modern sector rather than
increasing production. Aall ﬁajor industries have been
nationalized, including most of the oil industry. The govern-
ument now owns 80% of Irag's oil production through-the two
national oil pompanies, the Iraq National 0il Company (IﬁOC)
and the Iraq Company for Oil Operations (ICO0). :

Petroleum earnings provide 65% of government revenues,

90% of foreign exchange earnings, and nearly one-third of
GNP. The country has proved reserves in excess of 31 billion

barrels and is investing heavily in new exploration. f

*This ycar per capita jncome necarly doubled (to $975) as
GNP is expcected to reach $10.7 billion.
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Prospects for Spending 0il

Iraq is now earning larger oil revenues than .it can
spend. These revenues, which amounted to about $600 million
in 1972 and $1.7 billion in 1973, are expected to reach
$6.4 billion this year. Because of organizational conx: -aints
and inadequate managerial and technical manpower, public
investnent probably cannct be increased to ﬁore thah $2
billion tois year, Iraq thus promises to have surplus revenues
of roughly $4 billion.

To use some of its growing revenues, the government is
seeking to Increase downstream investments in the oil industry.
A major expznsion of refinery capac;ty is planned, s:nce
current refinery capacity can accommodate less than 10%
of erude oil production. The government-owned tanker fleet
also will be expanded. Half of Iraq's ambitious industrialization
plan involves petrochemical Projects. Several plants to
produce plastics, fertilizer, and other goods will be built
under economic and technical agreements negotiated with
France, Austria, Japan, épain, Yugoslavia, Egypt and Italy.

The Iraqi military regime also can be expected to spend
heavily for additional military hardware. Even before the
windfall of higher oil prices, the Jovernment devoted nearly
balf of its current expenditures to defenee. at the expenee
of economic development. 1In FY 1973/74, $477 million was
budgeted for defense; in 1974/75 this will rise to $800 million.

Approved For Release 2004/10/12 : CIA-RDP85T00875R002(¢00020006-8 . 25X1




Position on OPEC Issues

Iraq is often described as the "qaverick' menmber of
OPEC bzcause of its willingness to adopt oil policies in.
conflict with those of other members. It résponded to the
recent Arab-Israeli war with nationalization and increased
produc;ion rather than following the OAPEC agreement to cut
production. When the other producers ended the hLoycott
against the United States and the Netherlands, Iraq dissented
stiohgly and continued the boycott. Irag has been plahning

a substantial increase for oil output within the next two

years. But in the face of both Western and Communist re--
sistance, it recently curtailed oil outpugain lieu of accepting
lover prices. The Iragis might support an OPEC-wide cutback

ia output to support current prices if they believed cooperative
.actidn would attain its objectives within a realtively short

period of time.

Trag: Economic Fact Sheet

Esiimated
196" 1970 . 1973 1974

Million Persons

Population . 8.1 9.5 10.7 11

Thousand B/D
Crude oil production 1,300 1,600 2,000 1,850
Billion US $
GNP 2.5 2.7 5.8 10.7
Governmernt oil .
revenues : 0.4 0.5 1.7 6.4
Foreign exchange '
expenditures 0.4 0.5 . 0.8 2.5
Forelgn exchange :
resarves 0.2 0.5 1.5 5.5
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e —— Kuwait

Background
0il is Kuwait's only real asset, providing about 80% %

of foreign exchange earnings and more than 85% of government i
revenues in 1573, 0il revenues in 1974 will eotal about $7.3
billion, pushiné GNP to about $9.5 billion, compared with f
¢4.4 billion las: yenx. Ruwait's foreign assets reached an
estimated $4;5 billion iﬁ 1973 and may well surpass $§.8 3
biilion in 1974. | |

Prospects for Spending Oil Revenues

Bven with relatively slow growth in preduction, Kuweit
has.had substantial surplus funds toeinVest since the early
1960s, primarily because o: its small size amnd population.
Although the government is becoming increasingly active in.
exploring ways to spend money, it will be hard pressed to
substantially increasse spending on internal development o;
military procurement and training. Substantially increased

‘ funds, however, probably will be disbursed as fofeign aid.

Position on OPEC Issues

Kuwait's oil policies generally follow the middle-of-

the road approach of its foreign policy. Because Kuwait has

a massive foreign exchange surplus and needs to conserve its
0il resources to assure a continued flow of revenue in the long
term; the government placed a ceiling on produetion in 1972

and has held firm to that decision. Kuwaiti production was

further restricted during and after the October war and has

: 25X1
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not been increased to its pre-waé level even after the Us ﬁ
i
embargo was lifted. )
Kuwait: Economic Fact Sheet g
Estimated 3
1965 1970 19273 1974 B
Million Person %%.
. v"x‘
Population 475 702 1,000 1,100 ;;
- | Thousandi B/D ;i
Crude oil production 2,300 3,000 3,000 2,500
' Billion US § ‘ E
ap T 2.0 3.1 4.4 9.6
Government oil _ - 3k
revenues 0.7 0.9 © 1.9 7.3 &
3 Foreign exchange . - ,
4 expenditures NA NA 1.7 4.1
Foreign exchange ) : 45
reserves 0.9 2.0 4.5 8.8 R
1. Including approximately one-half of Neutral Zone production.
) v B
; 3
| ;
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Background ]

Libya, with a population of only 2.2 million, will
achieve a GNP of $7 billion in 1974. The oil sector acccunts
for more than $5 billion of this incone.

Prospects for Scending 0il Revenues

- Libya's ability tn‘nse its enormous oil income is
restricted by'lack of human resources and by the highly

conservative policies of President Qadhafi. Qadhafi refuses

to use oil revenues directly to raise consunption levels.
Investment is constrained by a shortage of skilled Libyan

labor coupled with Qadhafi's aversion to the use of foreign

" technicians. Qadhafi seeks to impose the rigid Muslim ethic
on external economic transactions, rejecting many investment

options and refusing to transfer cash to post client states.

Position on OPEZ Issues

Neither OPEC nor any other multi~national o:ganization

can count on the attitude of Qadhaf;. At present, he is

pursuing his own aid program. He probably will ccntinue to
be a loner, élacing Libya's individual welfare and “"higher"

Islamic goals above the aims of OPEC.
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Libya:

Economic Fact Sheet

1965

‘Estimated

1970 1973 1974

Million Persons

Population 1.6

1.9 2.1 2.2
Thousand B/D

Crude oil production 1,200

3,300
Billion US §

2,200 . 1,500

" GNP . o 1.4

Government oil

révenues . 0.4

Foreign exchange

expenditures . 0.5.

Poreign exchange ‘
reserves 0.2

3.4 4.6 - 1.0

L 1.2 . 2.3 5.0

1.0 2.2 2.9

"

1.6 2.1 3.6
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Nigeria

Background
Nigeria's booming oil industry gives the country a

considerable advantage over other African nations.in planning
for sustained growth. Nevertheless, its petruleum income

is not large when related to the needs of ths population.
Although o0il production has temporarily‘removed the foreign
éxchange constraint'on development, Nigeria still faces |
enormous problems in developing and administering a program
that will significantly improve the standard of living of

its 80 million people. Nigeria's proved rgcoverable reserves
amount to aboﬁt zo_billion barrelé. represéhg}ng 25 years

of production at the current rate. Potential reserves are
belieyed to ks much larger. Lony-term proépects are also
fnvoraﬁlé for export of naturgl gas because gas reserves -
are estimated at 40 trillion cubic feet. '

Prospects for Spending Oil Revenues

Despite rapidly growing current expenditureé in recent
years, revénues available to Lagos® for public investment
have increased tremendouélyr If oil prices remain at the'
present level and Nigerian oil output grows slowly, revenues
will exceed the economy's absorptive capacity for some time.
If Nigeria were able, for example, to increase public invest-

ment by 20% annually for the next five years, spending would

still be somewhat below revenues.

' Approved FL‘ Release 2004/10/12 : CIA-RDP85T00875RP02000020006-8 .
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Nigeria could choose frcﬁ'a number of other possibilities
to dispose of some of its increased revenues. These include
partial or complete liquidation of some $2 billion of internal
debt and $400 million of external debt; eliminat;on of delays
in paying for imports, wh;ch would absorb about $460 million;
increased revenue allocations to the ‘states; increased

transfer of funds to the private business sector through the

Nigerian Industrial Development Bank and the Nigerian Bank

for Commerce and Industry; and substantial equity purchases
in.large-scale industry.

pPosition on OPEC Issues

Nigeria has been satisfied to leave the leadership role
in OPEC to the Middle East producers and to move in step with.
OPEC. 1Its main objective has been to maximize oil revenues.

0vera11 it has been concerned ‘with maintaining a reasonable

posture in its relations with companies and consumers.

Nigeria: Economic Fact Sheet

. ) Estimated
1965 © 1970 1973 1974

- Million Persons

Population . 64 72 79 -~ 80
" Thousand B/D

Crude o0il pro-

duction 300 1.109 2,100 2,300
Billion US §

GNP 4.3 6.0 4.0  20.0
Government oil

revenucs negl 0.3 2.4 9.0
Foreign exchange

°xPenditures 1.5 2.1 o2 .
Foreign cxchange . . 3.2 4 0:

rescrves 0.2 0.2 0.6 6.0
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Qatar is a minor oil producer. It has been a ieader,

however, in acquiring majority (60%) ownership and in

| negotiating buy-back prices. 0il completely dominates the

economy, accounting for 95% of foreign exchange earnings and

90% of government revenues. Institutions for investing

. rapidly incrcnsing.:evenues have not yet been developed.

The government has asked for IMF assistance in develcping a
monetary agency. Qatar is likely to take a back seat in
OPEC and OAPEC controversies, complying with the decision

of large producers, primarily Saudi Arabia.
_ e

Qatar: Economic Fact Sheet

' Estimated
1965 1970 1973 1974
Thousand Persons
Population 68 . 79 89 93
' Thousand B/D
Crude oil production 229 368 570 570
Billion US §
GNP '  ea 0.2 0.5 1.6
Government oil revenues 0.1l 0.1 0.4 1.5
Foreign exchange . :
expenditures NA 0.1 0.3 0.6
Poreign exchange
reserves NA 0.2 0.4 1.4
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Saudi Arabia

Background ' oo ;
‘Except for the oil industry, the Saudi Arabian economy
still is backward. Agriculture and related pastoral activiti%
support about half of the 6 million people. Agr;culture,
government setvices, handicrafts, constructiqn, commerce,
and the tiny industrial sector will acéount,for‘only about
15% of the estimated $2§ billion GNP for 1974. The remainder
will be genera:ed'by the pgtroleum industry. The country

,must rely heaﬁily on imports for supplies of fooé, other
consumer goods, construction materials, and industrial

'equipment. '

~ Saudi Arabia has the greatest pctegligl among oil .

" producers for extremely rapid increases in oil §r6dﬁction.
yet it has little econcomic ;ncéntive to raise output. The
countxry was unable to spehd all of its $5.5 billion oil.
income in 1973, and income will in;reasé t§ as much as §25
billion in 1974. Foreign exchange assets amcun;eq to $4.3
billion in March 1974 and are likely %“o exceed $2" billion
by the end of the year. Regard for the welfare of future
Saudi generations makes oil conservation:policies attractive.
On the other hand, because the Saudis expect tc be in the oil

busihess for a long time, they have an interest in maintaining

25X1

orderly markets in a prosperous world. They thus have some

incentive to produce more oil than is dictated by current

revenue needs. The government owns 60% of Aramco -- which




el T e S
. . - *

. ‘oL

) r,.'-"..t ";.'MM et S St bottne et ot o A S s A P
. . Approved For Relr&MﬂMZJ\A:EWBMOOOZOOOG-S

4 : accounts for nearly all oil production -~ and is currently

negotiating for 100% ownership.

Prospects fcr Spending 0il Revenues

Spending cannot possibly be increased enoug@ to absorb’
most Saudi oil revenues, because the country's absorptive
capacity is limited. Foreign exchanée expenditures in 1974,
for example, probably will not exceed $5.5 billion, leaving

a surplus of some $19 billion. Even under the most generous

assumptions, spending will fall far short of revenues during
the remainder of this decade and probably beyond.

Position on OPEC Issues

Saudi Arabia values OPEC highly as an-:organization.

Saudi views on oil matters are also conditioned by the Arab-
Israeli conflict. Secular power in Saudi Arabia is concentrated
in King Faysal, and pclitics is highly personalized and
centralized. By custom and necessity, Faysal conﬁults‘oféen
with memcers of the royal family, proteges, personal.adviners,
commoners high in the bureaucracy, and other leaders of the
society. Although Faysal makes final policy decisions, he

takes advice and attempts tc rule through consensus. Thﬁs

the King moves siowly énd carefully.

The Saudis earlier this year indicated that they

favored a reduction of the posted price for oil. Thus far

they have not favored any pro-rationing scheme to maintain
oil prices, but could go along if other OPEC nations initiate
it. They have repeatedly indicated that they will not

unilaterally take steps to destroy OPEC. The Saudis recognize

_ Approved For Rg_leas|e 2004/10/12 : CIA-RDP85T00875R00200020006-8 ~ 29X1
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GNP 2.3 4.0 “8.8 28.0
Government oil . - -
revenues 0.6 l.2 5.5 24.6*
. Poreign exchange :
expenditures 0.5 1.2 3.2 5.5
Foreign exchange .
reserves 0.7 0.7 3.9 23.0
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——
the inevitability of consumer-producer meetings but will

move cautiously. .

Saudi Arabia: Econonic PBPact Sheet

Estimated
;965 1970 1973 1974
Million Persons
Population 4.5 5.2 5.8 . 6
' _ Thous#nd b/d
Crude Oil Production® 2,200 3,800  7,600.

8,500

Billion US $

2

1. Including approximately one-half of Neutral Zone production. -

tAssumes $3.2 billion in tretroactive oil payments are made.
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United Arab Emirates

The United Arab Emirates is economically and politically.
one of the least developed of the major oil produécrs. Only
three of the seven emirates which make up the UAE presently
produce oil. The largest producer, Abu Dhabi, dominates
the UAE. The emirate's leader, Shaikh Zayid, is primarily
responsible for keeping the UAE together. ’ .

. With a total UAE population estimated at about 230 000,
expected 1974 oil revenues of more than $5 billion, and
potential annual surpluses of $3 billion through’ 1980,
abu Dhabi, the major producer, is limiting its 1974 production.
Future production levels will be based on“field depletion,
crude oil prices, the amount of i#come the UAE/abu Dhabi

. can absorb for development and for meeting outside aid
eommitments. and the attractiveness of investment opportunities
for surplus funds. Thus far, 9either the UAZ nor thae individual
emirates have developed institutions that can effectively
handle rapldly expanding surpluses.

4 In inte:national oil matters, the UAE can be expected
to follow the saudi lead so iong as it does not impinge upon

‘ Shaikh Zayid's view of his own position as a major oil producer.
puring the October war, for example, he temporarily balked
at making the OAPEC-ordered production cut because he wanted
' to build up funds to contribute to the Egyptian and Syrian
war effort. In any intra-OPEC squabbling between Saudi

Arabia and other producers, Shaikh Zayid would take the

Saudi side. ) 25X1
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Population

Crude oil production

GNP.

Government oil
revenues

Foreign exchange
expenditures

Foreign exchange

. _reserves
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Economic Fact Sheet1
Estimated
1965 1970 1973 1974
Thousand Persons
165 190 225 230
‘Thousaid B/D
300 ‘800 1,500 .'1)709
“Billion US § .
NA 0.3 T 1.2 5.8
negl 0.3 1.1 5.6
NA 0.5 1.0 2.2
A '
NA ' 0.2 1.3

5.3

b

UAE was formed in December 1971.
available, consist of aggregating individual member data. -

Earlier data, when
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Venezuela

Background

Largely because of the dramatic increase in petroleum
export earnings, the Venezuelan economy expanded at an
accelerated rate in 1973. Real GNP increasod 6%, but: rapid
populétion growth held the per capita rise to about 2.5%
Government oil revenues rose about two-thirds, to an cstimated
$3:0 billion. By the end of 1973, Central Bank foreign
resefves had reached $2.4 billion, 40% higher than the level
a éear earlier. Despite rapid growth in other sectors,
petroleum in 1973 accounted for 90% of export earnings, two-
thirds of government revenue, and one-fouffh of GNP.

The Perez government, inaugurated in Ma;ch, intends to -
a&vance the takeover of oil company concessions td 1975 :
rather than the previously scheduled reversion to the sta}e
beginning in 1983. ‘The governmentvis considezing several
pProposals for organizing the industry after nationalizatien.

The proposal most likely to be adbpted retains the structure

of at least three major companies and merges the remaining

firms. The four companies will operate under the control:

,0f a national petroleum enterprise. Some of the present oil

companies maj provide‘management and other services under
contract and probably will market a large share of Venezuela's

production.

0| 25X1
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proved reserves declined during 1960-74 frxom 17 billion
.,crcls to 14 billion barrels, which equals about 13 years'
T;;¥.Juctilon at cur.r:ent ieilels. Areas outside of existing
:...;,cessions are believed to offer promising possibilities
.,z exploration. During the last 12 years, however, only one
scea == southern Lake Maracaibo -- has been opened up to
~civate companies lor exploratirn. The small scale of this
exploration is unlikely to yield results that will offset
:xe prospects of declining production in present concession
szeas. How this situation might be chanc;'ed by developing
txe Orinoco tar belt is unclear. The Venezuelan government
cstiﬁaées pet:;:oleur reserves in the Orinca"!b tar belt at
130 billion barrels, of which 10% covld e economically
exploited. Surveys donz thus tar, however, are insufficient
to permit reliable estimates of reserves to be made.

?zospects for Spending Oil Prospects

Initially the 1974 budget.showed expenditu.es of about
$3.4 billion, but after President Perez was inaugurated,
Coagress more than doubled spending authorizations. Much
¢¢ the increased spending was aimed at fulfilling the
Ptesident's new economic policy of promoting agricultural
473 industrial development. The proposed 1975 budget,
"!clud:lng the Investment Fund expendi.tureg, projects a small
12eline in-outlays, reflecting the'govermnent's decision to

4t patroleum production 10%.

25X1
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resident Perez has outlined a plan for the use of surplus %
' -

oil revenues, Half is to be put into an external investment
fund insuring a return; the other half is to be used for
domestic projects and to fundbdevelopment in bther Latin
American countries through multilateral organization. Several ;
domestié.projects already avre in progress, and the government
is subsidizing staple consumer goods to slow the risé in
daﬁestic prices. Large increases in military purchases %
probably are not planned. Defense accounted for 10.2% of
the budget in 1974 and 5.0% of the proposed 1975 budget.
Position on OPEC Issues : < |
'vanezuéla has a strong stake in maintaining high prices
and is concerned about conservation of its oil resources.
Thus it will strongly support an OPEC scheme to proration
output. _ A . ’
| Caracas approves the idea of a meéting with consumer
countries, particularly if the agenda includes cénsideration
of relative prices for raw materials and £inished goods.
It strongly aévocates OPEC assistance to LDCs and has supported
creation of a fund for this purpose.
A firm supporter of OPEC, Venezuela looks upon the
organization as a means of'heiping the expofting countries
to éxtend national control ovex theit oil indﬁstries. The
government, nevertheless, recogni'es éhe continuing need for
technology, marketing, and other services that the international
oil companies provide. Venezuecla hopes to maintain a mutuallv

2541
p.ofitable relationship with the companies cven after they are
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Venezuela: Economic Fact Sheet

Estimated
* 1965 1970 - 1973 1974

Million Persc ...

x'opulatinn 8.6 10.4 11.5 11.9

Thousand B/D

T e e e e ———.

i Crude oil production 3,500 3,700 3,40y 3,000
4
LT | _ Billion US §
) ap - 7.6 10.2 6.1 172.9
T Government oil
1 fevenues 1.0 ' 1.3 3.0 8.9
Poreign exchange »
expenditures 2.7 3.5 5.6 6.7
- .
Foreign exchange S
“- reserves - 0.8 1.0 - 234 5.7
25X1
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